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Preface
This audit guide has been prepared to assist the independent
public accountant in examining and reporting on financial statements of voluntary health and welfare organizations. Voluntary
health and welfare organizations take many forms and have been
developed under many and varied auspices. Basically, they are
organizations formed for the purpose of performing voluntary services for various segments of society. They are tax exempt (organized for the benefit of the public), supported by the public,
and operated on a "not-for-profit" basis. Most voluntary health
and welfare organizations concentrate their efforts and expend
their resources in an attempt to solve health and welfare problems of our society and, in many cases, those of specific individuals. As a group, voluntary health and welfare organizations include those nonprofit organizations that derive their revenue
primarily from voluntary contributions from the general public to
be used for general or specific purposes connected with health,
welfare, or community services. As used in this audit guide the
term "not-for-profit" is not intended to imply that a voluntary
health and welfare organization cannot obtain revenues in excess
of its expenses in any particular period; rather, it implies that the
organization is not operated for the financial benefit of any
specific individual or group of individuals.
Prior to 1964, there existed no formal, industry-wide accounting or reporting practices for voluntary health and welfare organizations. Accounting and reporting for these organizations followed
practices generally employed for trusts, foundations, hospitals,
educational institutions, or other kinds of organizations to which
some of them may have been indirectly related. In 1964, the National Health Council and its member agencies, and the National
v

Social Welfare Assembly (presently the National Assembly for Social Policy and Development) and its affiliated organizations, published a guide for accounting and financial reporting by voluntary
health and welfare organizations entitled Standards of Accounting
and Financial Reporting for Voluntary Health and Welfare
Organizations.
That publication constituted the first definitive literature in the field and is widely accepted by voluntary health and
welfare organizations throughout the United States and by many
governmental and regulatory bodies.
Recognizing the need for parallel direction to the profession in
its performance of services for this industry, in 1966 the American
Institute of Certified Public Accountants published an audit guide
entitled Audits of Voluntary Health and Welfare
Organizations.
This revised audit guide has been prepared by the Committee
on Voluntary Health and Welfare Organizations of the American
Institute of Certified Public Accountants, in consultation with the
Joint Liaison Committee formed by the National Health Council,
the National Assembly for Social Policy and Development and the
United Way of America, and supersedes the audit guide previously issued in 1966.
This revised audit guide describes generally accepted accounting principles applicable to financial reporting by health and welfare organizations. In most instances, these principles are compatible with those set forth in the Standards of Accounting and Financial Reporting for Voluntary Health and Welfare
Organizations. The National Health Council and the National Assembly
have advised the Committee that it is their intent to revise the
Standards, as necessary, to achieve maximum possible uniformity
with this guide.
Since financial statements of voluntary health and welfare organizations present financial position, results of operations, and
changes in fund balances, the Committee on Voluntary Health
and Welfare Organizations unanimously concludes that they
should be prepared in accordance with generally accepted accounting principles. Accordingly, Accounting Principles Board
opinions, Accounting Research Bulletins, and other authoritative
pronouncements of the profession should be applied in reporting
on such financial statements unless they are inapplicable.
Accounting adjustments that may be required to conform with
the accounting and reporting procedures set forth in this guide
should be retroactively applied to prior period financial statements. The resulting effects of the prior period adjustments
vi

should be disclosed in notes to the financial statements for the
year in which such adjustments are made.
Effective Date
Because certain of the accounting and reporting procedures set
forth in this guide may differ from present practices, it is recognized that a period of adaptation may be necessary. Therefore,
while adoption of positions set forth in this guide is encouraged
and recommended at the earliest possible date, the Committee
on Voluntary Health and Welfare Organizations believes that implementation should not be required for reporting on fiscal years
prior to those beginning after June 30, 1974.
The Committee on Voluntary Health and Welfare Organizations wishes to express its appreciation to the members of the
Joint Liaison Committee for their untiring assistance in completing this audit guide.

September

Committee on Voluntary
Health
and Welfare
Organizations

1973
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Chapter 1

Fund Accounting
General
The value of services provided by most voluntary health and
welfare organizations cannot be quantitatively measured by
monetary data contained in financial statements. The measurement of this value must be made in terms of human needs and
public good. A fundamental purpose of the financial statements,
therefore, should be to disclose how the entity's resources have
been acquired and used to accomplish the objectives of the organization. Thus, the organization's financial statements should,
to the extent possible, reflect the total resources available to carry
out the various program services to which it is committed and the
use made of those resources.
While in some cases the organization's total resources may be
available to finance its program activities, in many cases restrictions have been placed on certain of the assets by the donor, by
law, or by other external authority, which prohibit their use directly or currently for operating purposes. Where such conditions
exist, separate systems of accounts are often used to give recognition to the restrictions. For this reason, most voluntary health and
welfare organizations have adopted fund accounting. Under the
fund accounting concept, separate accounting entities, or funds,
are established as needed to achieve a proper segregation and fair
presentation of those resources available for use at the discretion
of the governing board (unrestricted funds) and of those resources
over which the board has little, if any, discretion as to use because of externally imposed restrictions (restricted funds). The
most commonly used funds are discussed in the paragraphs which
follow.
1

Types of Funds
The current unrestricted fund accounts for all resources over
which the governing board has discretionary control to use in carrying on the operations of the organization in accordance with the
limitation of its charter and bylaws except for unrestricted
amounts invested in land, buildings and equipment that may be
accounted for in a separate fund.
The principal sources of unrestricted funds are contributions,
bequests, program service fees, dues, investment income, and
sales of goods and services. Decreases in unrestricted funds generally result from expenses incurred for program services and
supporting services conducted by the organization.
The board may designate portions of the current unrestricted
fund for specific purposes, projects, or investment as an aid in the
planning of expenditures and the conservation of assets. 1 The organization may wish to maintain separate accounts for such designations within the current unrestricted fund and to segregate the
designated and undesignated portions of the fund within the
fund-balance section of the unrestricted fund-balance sheet.
It should be recognized that the board has the authority to
change or reverse its own action. Accordingly, amounts designated by the board should not be included with donor-restricted
funds and the term "restricted" should not be used in connection
therewith.
Current restricted funds are often established to account for
those resources currently available for use, but expendable only
for operating purposes specified by the donor or grantor. Such
resources may originate from gifts, grants, income from endowment funds, or other similar sources where the donor has
specified the operating purpose for which the funds are to be
used.
Land, building and equipment fund (often referred to as plant
fund) is often used to accumulate the net investment in fixed assets and to account for the unexpended resources contributed
specifically for the purpose of acquiring or replacing land, buildings, or equipment for use in the operations of the organization.
Mortgages or other liabilities relating to these assets are also in1Such designations have at times been referred to as appropriations or
allocations.
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cluded in this fund. When additions to land, buildings, or equipment used in carrying out the organization's program and supporting services are acquired with unrestricted fund resources,
the amount expended for such assets should be transferred from
the unrestricted fund to the plant fund and should be accounted
for as a direct addition to the plant fund balance. Gains or losses
on the sale of fixed assets should be reflected as income items in
the plant fund accounts. The proceeds from the sale of fixed assets
that are not legally required to be reinvested in fixed assets
should be transferred to the unrestricted fund; such transfers
should be reflected as direct reductions and additions to the respective fund balances.
Endowment funds represent the principal amount of gifts and
bequests accepted with the donor-stipulation that the principal be
maintained intact in perpetuity, until the o c c u r r e n c e of a
specified event, or for a specified period, and that only the income from investment thereof be expended either for general
purposes or for purposes specified by the donor. Net gains or
losses from the sale of the specific investments or other property
donated to the organization should be accounted for in this fund.
(See Chapter 2 for additional discussion.) If endowment income is
subject to donor-restriction as to use, it should be credited, as
earned, to the appropriate restricted fund and thereafter treated
accordingly. I f endowment income is not subject to donorimposed restrictions, it should be credited, as earned, to the appropriate revenue account of the unrestricted fund.
When restrictions on endowment fund principal lapse, the resources released should be transferred to the unrestricted fund or
to a specific restricted fund, according to the terms of the original
gift or bequest.
Custodian funds are established to account for assets received
by an organization to be held or disbursed only on instructions of
the person or organization from whom they were received.
Since custodian funds are not assets of the organization, the
receipt of such funds or the income that might be generated from
them should not be considered as a part of the organization's revenue or support.
Loan and annuity funds are usually not significant; where they
are material, these funds should be shown separately.
3

Financial Statement Considerations
The balance sheet should show the unrestricted fund and the
various types of restricted funds that have been established in
response to donor or grantor restrictions. In addition to the balance sheet, the financial statements should contain a statement of
support, revenue, and expenses and changes in fund balances to
reflect the activity within each fund, and a statement of functional
expenses in support of the total program and supporting services
expenses for the period. If the governing board has designated
portions of the unrestricted fund for various specific purposes, it
may wish to also include a supplemental schedule of changes in
such designations.
Auditing Considerations
The independent auditor should be concerned that the unrestricted resources of the organization were used in accordance
with its bylaws and stated purposes and the actions of its governing board, that restricted gifts or grants have been properly
segregated and used in accordance with the restrictions or designations imposed by the donor or grantor, and that all restricted
funds are clearly reported as such.
An increasing number of governmental (principally federal)
agencies that grant or advance funds to private organizations to
carry out programs for which the agencies are responsible require
periodic audits of financial reports of such organizations. Generally, the purpose of these audits is to obtain assurance that the
private organizations are administering the funds in compliance
with the provisions of the grants or advances and the rules and
regulations promulgated by the agencies. Where an organization
has received such grants or advances, the independent auditor
should familiarize himself with their provisions and consider the
granting agency's reporting requirements in establishing the
scope of his examination.

4

Chapter 2

Investments
Voluntary health and welfare organizations may carry investment portfolios of the following types:
1. Investment of unrestricted funds to earn additional income
until such time as the funds are to be used for program or other
purposes.
2. Investment of endowment and other restricted funds.
Investments included in the portfolio may have been purchased
by or donated to the organization. The donation of investments
that have been restricted as to use should be included as contributions to the endowment or other restricted funds, whereas
unrestricted donations of investments should be reported as contributions in the current unrestricted fund.
Bases of Valuation
Investments purchased by voluntary health and welfare organizations should be recorded at cost, which includes brokerage fees,
taxes, and other charges directly applicable to the purchase. Securities donated to the organization should be recorded at their fair
market value at the date of the gift. If the market value of the
investment portfolio is below the recorded value, it may be
necessary to reduce the carrying value of the portfolio to market,
or to provide an "allowance for decline in market value." If it can
be reasonably expected that the organization will suffer a loss on
5

disposition of the investment, provision therefor should be made
during the period in which the decline in value occurs.
Although presently the prevalent basis of valuation is cost, the
carrying of investments at market value is also d e e m e d
acceptable. 2 If investments are carried at market, the unrealized
appreciation (or depreciation) should be separately identified and
included in revenues (or other expenses) of the appropriate fund
in the statement of support, revenue, and expenses and changes
in fund balance.
The basis of carrying investments should be the same in all
funds and should be clearly disclosed in the financial statements.
Where investments are carried at cost, the total market value of
investments at the date of the statements should be shown
parenthetically (for each fund), or set forth in the footnotes.
Likewise, where investments are carried at market value, the cost
of the investments should be disclosed parenthetically (for each
fund), or set forth in the footnotes. In either event, the unrealized
appreciation (or depreciation) in such investments at the beginning and end of the year should be disclosed in the footnotes.
Where assets held by one fund are transferred to another fund
because of the lapse of restrictions, or where the assets transferred are to be sold by the recipient fund, such assets should be
transferred at market value and gains or losses on such assets recorded by the fund making the transfer. The market value of the
assets transferred becomes the basis for the fund receiving such
assets.
Income and Realized (and Unrealized)
Gains and Losses
The accounting for income on investments (e.g., dividends, interest) and for realized and unrealized gains and losses on disposal
of investments depends upon the fund involved.
Investment income and realized gains and losses (and unrealized gains and losses, where investments are carried at market
value) on investments of unrestricted funds should be reported in
unrestricted revenue.
Income and net realized (and unrealized, where investments
2Carrying investments at market value is deemed acceptable pending
further study and the issuance of an authoritative pronouncement by the
Financial Accounting Standards Board.
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are carried at market value) gains on investments of restricted
funds, other than endowment funds, should be included in the
revenue of the restricted funds unless legally available for unrestricted purposes. In the latter case they should be included in
the revenue of the current unrestricted fund. Realized (and unrealized, where investments are carried at market value) losses on
investments of restricted funds in excess of gains should be reported as a loss in the statement of support, revenues, and expenses of the restricted fund unless legal restrictions require
otherwise. For example, there may be cases where losses sustained on the temporary investment of a cash grant received for a
research project cannot reduce the amount to be expended for
the research; in such cases, it may be necessary that the loss be
reflected in the statement of support, revenues, and expenses of
(and be reimbursed by) the current unrestricted fund.
Investment income of endowment funds, unless restricted to a
specific purpose by the donor of the endowment gift, is available
for unrestricted purposes and should be included in the revenues
of the current unrestricted fund. Where the donor has restricted
the use of the income from the investment of the endowment gift,
such income should be included in the revenue of the appropriate
restricted fund.
Traditionally, realized gains and losses on investments of endowment funds have been considered as principal transactions
and all restrictions that pertain to the original corpus of the fund
have been deemed to apply to the net realized gains. Only when
the endowment instrument has specifically stated that such gains
and losses were not so restricted, have these amounts been considered as income.
The statutes of certain states now provide that certain not-forprofit organizations subject to their jurisdiction may, in certain
circumstances, consider net realized (and, in some cases, unrealized) gains on investments of endowment funds to be available
for unrestricted use. The law of one state, for example, provides
that the amount of such funds to be made available for unrestricted use may include so much of the realized appreciation of
principal as the governing board may deem prudent, provided
that the amount of fair value of the remaining principal shall not
be less than the fair value of the original assets at the time received. Under this approach a portion of the realized (and, in
some cases, unrealized) capital appreciation in endowment funds
is made available for operating purposes, and assets equal to this
7

amount are transferred to the unrestricted fund. Where permitted by law, the designated amount of appreciation to be transferred to the unrestricted fund should be reflected as a transfer of
fund balances. Amounts of realized (and, where applicable, unrealized) investment gains included in endowment funds that are
available for transfer to the unrestricted fund at the discretion of
the governing board should be disclosed in the financial statements; the authority on which such funds may be transferred
should also be disclosed.
Investment Pools
To obtain investment flexibility, voluntary health and welfare
organizations frequently pool investments of various funds. Because the realized and unrealized gains (losses) and income are
not identified with the specific funds participating in the pool, it
is of paramount importance that realized and unrealized gains
(losses) and income be allocated equitably. To accomplish an
equitable allocation, investment pools should be operated on the
market value method. Under this method, each fund is assigned a
number of units based on the relationship of the market value of
all investments at the time they are pooled. Periodically, the
pooled assets are valued and new unit values assigned. The new
unit value is used to determine the number of units to be allocated to new funds entering the pool, or to calculate the equity of
funds withdrawing from the pool. Investment pool income should
be allocated to participating funds based on the number of units
held by each fund. In cases where the income of one or more of
the participating funds has been restricted by the donor for
specified purposes, it may be necessary to account for gains and
losses (due to market price changes) separate from other investment pool income (i.e., interest and dividends) since gains and
losses may revert to the corpus of the restricted fund.
An illustration of an investment pool may be found in Appendix A.
Auditing Considerations
The auditing procedures to be considered in the examination of
investments held by voluntary health and welfare organizations
are similar to those that would be employed in the audit of investments held by business organizations. The internal control
considerations which are appropriate in other organizations are
8

appropriate for a voluntary health and welfare organization. Good
internal control r e q u i r e s that s e c u r i t i e s b e a d e q u a t e l y
safeguarded and that responsible persons be assigned the custodial and accounting duties therefor. The custodial and accounting
duties, however, should not be under the control of the same
person.
The independent auditor should satisfy himself that securities
owned by the organization are actually in existence. This can be
accomplished by examining the certificates owned or, if the certificates are held by others in safekeeping, by obtaining written
confirmation of this fact from the custodian. Sales and purchases
of securities may be tested by examining brokers' advices, and
income from investments and market values may be tested
against other independent sources. The independent auditor may
also examine internal documentation to satisfy himself that such
transactions were properly authorized.
The independent auditor should be satisfied that investment
income and gains (or losses) have been recorded in the appropriate fund. He should consider whether gains (or losses) that are
available for unrestricted use are appropriately reported in the
unrestricted fund. He should be familiar with the provisions of
any donor restrictions and state laws that are significant and relevant to the organization's investments. With respect to investment pools, the independent auditor may make tests of the calculations involved in determining equity percentages of the various
funds used in making additions to or distributions from the pool
and in allocating income and realized gains and losses to the participating funds. In reviewing pooled investments, consideration
should be given to any legal instruments that prescribe the nature
of the investment policy to be followed or that restrict or prevent
the assets of certain funds from being pooled for investment purposes. In some cases, the independent auditor may wish to review these matters with the organization's legal counsel.
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Chapter 3

Land, Buildings and Equipment
and Depreciation
Background
The general practice of voluntary health and welfare organizations is to record transactions involving fixed assets used in connection with their program or supporting services in a separate
land, buildings and equipment fund. Amounts contributed by
donors specifically for the purchase of fixed assets are normally
included in a subdivision of this fund.
Depreciation practices have varied among organizations. While
some organizations have not followed the practice of recording
depreciation on fixed assets, others have restricted the recognition of depreciation to those assets expected to be maintained or
replaced from unrestricted fund revenues. Thus, in the case of
the latter group, depreciation has generally not been recorded on
assets expected to be replaced by special contributions from the
public or from supporting groups.
Basis of Fixed Assets
Generally accepted accounting principles require purchased
fixed assets to be carried at cost and donated assets to be recorded
at their fair value at the date of the gift.
The receipt of donated fixed assets that are to be held for use
by the organization should be recorded as a contribution in the
land, buildings and equipment fund. The value of donated fixed
assets on which donor-imposed restrictions or conditions prevent
their being immediately disposed of or currently used in carrying
10

out the organization's normal program or supporting services
should be recorded as contributions in a donor-restricted fund; at
such time as the restrictions lapse or the specified conditions have
been met, the assets should be transferred to the land, buildings
and e q u i p m e n t fund if the assets are to b e used in the
organization's normal operations or to the unrestricted fund if
they are to be held for resale or other use.
The receipt of donated fixed assets on which the donor has
placed no restriction as to use or disposition and which will be
held for conversion to cash or for the production of income should
be recorded as support within, and as an asset on the balance
sheet of, the unrestricted fund.
In the absence of adequate cost records, appraisals of historical
cost or fair value at date of a gift are generally acceptable for
financial reporting purposes. The basis of such valuation should
be clearly described in the financial statements. Where such appraisals are used, the independent auditor should satisfy himself
as to their propriety.
Depreciation
In its Accounting Terminology Bulletin No. 1, the Committee
on Terminology of the AICPA defined depreciation accounting as
follows:
Depreciation accounting is a system of accounting which aims to
distribute the cost or other basic value of tangible capital assets,
less salvage (if any), over the estimated useful life of the unit
(which may be a group of assets) in a systematic and rational manner. It is a process of allocation, not of valuation. Depreciation for
the year is the portion of the total charge under such a system that
is allocated to the year. Although the allocation may properly take
into account occurrences during the year, it is not intended to be a
measurement of the effect of all such occurrences.
The above definition properly identifies depreciation as a
means of allocating the cost, or other carrying value, of tangible
capital assets to expense over the useful life of such assets, rather
than as a means of funding their replacement. Arguments against
depreciation charges in not-for-profit organizations are largely
based on the concept of replacement accounting. The means of
replacing such assets and the degree to which replacement should
be currently funded (i.e., by increasing or decreasing expenditures made in relation to the public support and revenues re11

ceived and by setting aside cash or other liquid assets) are financing decisions to be made by the governing board and do not
directly affect the cost of providing program or supporting services.
The definition is consistent with the concept of measuring the
costs of the effort expended toward achieving the goals of voluntary health and welfare organizations (e.g., provision of various
public services). Services performed for others generally involve a
sacrifice or commitment of some type of resource which must be
diverted from an alternative use. Although the achievement of
such goals often may not be measurable in accounting terms, the
public should have the opportunity to compare the results of such
efforts, which are often intangible, to the costs involved in such
efforts.
The relative effort being expended by one organization compared with other organizations and the allocation of such efforts to
the various programs of the organization are indicated in part by
cost determinations. Whenever it is relevant to measure and report the cost of rendering current services, depreciation of assets
used in providing such services is relevant as an element of such
measurement and reporting process. Although depreciation can
be distinguished from most other elements of cost in that it requires no current equivalent cash outlay, it is not optional or discretionary. Assets used in providing services are both valuable
and exhaustible. Accordingly, there is a cost expiration associated
with the use of depreciable assets, whether they are owned or
rented, whether acquired by gift or by purchase, and whether
they are used by a profit-seeking or by a not-for-profit organization.
Where depreciation is omitted, the cost of performing the
organization's services is understated. Depreciation expense,
therefore, should be recognized as a cost of rendering current
services and should be included as an element of expense in the
statement of support, Revenue, and expenses of the fund in which
the assets are recorded and in the statement of functional expenditures.
In some cases, an organization may receive grants, allocations,
or reimbursements from other organizations on the basis of the
costs associated with its program and supporting services. The
recording of depreciation as an element of cost does not dictate
that it be included in the base upon which grants, allocations, or
reimbursements will be determined. Whether the base upon
12

which the amount of the grant or reimbursement is determined
includes or excludes depreciation will depend upon the agreement or understanding that has been reached between the two
organizations.
Auditing Considerations
The auditing procedures generally applied in the examination
of land, buildings and equipment and depreciation expense are
also applicable in the case of voluntary health and welfare organizations. In addition, the independent auditor should satisfy himself that donations of fixed assets are recorded in the manner described in this chapter.

13

Chapter 4

Cash Donations and Pledges
Cash donations and pledges from the public usually constitute
the major source of support for voluntary health and welfare organizations. Whether received directly as an unrestricted gift, a
restricted gift for operating purposes, a restricted gift for the acquisition of fixed assets, a restricted endowment (the income from
which provides operating revenue), or indirectly through an
agency which provides fund-raising services for participating organizations, such support and capital additions are essential to the
continuity of the organization. If portions of the donations (including pledges) received during the period are specified by the
donor for use in future periods, such portions should be recorded
as a deferred credit in the balance sheet of the appropriate fund
and recorded as support in the year in which they may be used.
In the absence of clear evidence as to a specified program period,
donations and pledges should be recorded as support when received.
Means of Obtaining Support
Some of the more common means of soliciting and obtaining
support from the public, together with comments regarding the
unusual accounting, recording, and auditing aspects of each, are
itemized below.
1. Direct Mail Campaigns.
Under this method the organization
maintains or buys (or a combination of the two) mailing lists of
contributors and potential contributors to whom solicitations
are sent. Two employees should be assigned the function of
14

jointly controlling incoming mail and preparing a record of
amounts received. This record usually takes the form of multicopy prenumbered receipts, or a "day book" listing of amounts
received, which is totaled and initialed by these employees.
This record should be routinely compared with bank deposits,
preferably by someone not having access to the donations.
It should be recognized that possible alternatives exist if dual
control of incoming mail cannot be established. In some
localities, banks provide a service whereby all mail directed to
a participating agency is controlled by the bank, and authenticated deposit slips and a list of deposits are furnished the organization. Alternatively, test mailing of "contributions" made
by protective agencies or others can be subsequently traced
into the records.
The independent auditor may wish to select a sample from
the mailing list as a means of testing the subsequent receipt of
solicited contributions. Since the names on the mailing list represent the universe from which the independent auditor's sample will be drawn, control over the list should be established
prior to the mailing of the solicitations. When the solicitation
has been completed, the independent auditor should, for the
sample selected, note the contributions received and observe
whether acknowledgments have been sent to the contributors.
As a means of testing the organization's receipt and acknowledgment procedures, the independent auditor may wish to
circularize the names included in his sample to obtain confirmation of whether contributions were made and, if so, the
amount and date of such contributions.
2. Door-to-Door
Solicitation.
Under this method, the organization
establishes a volunteer group with area chairmen, division and
neighborhood captains, and door-to-door solicitors, each in
turn reporting to and remitting funds collected to the next
higher level. Control over the flow of promotional material,
reports, and donations through the various organizational levels
outlined below will generally result in providing reasonable assurance that all contributions received are recorded. Collections should be deposited at the earliest practical level of the
organization.
Typically, a door-to-door solicitor has ten to twenty family
units to contact. A neighborhood captain is responsible for
about ten door-to-door solicitors, and a division captain is re15

sponsible for about ten neighborhood captains, etc. Each solicitor is provided a kit including some form of identification
authorizing him to solicit contributions in the name of the organization, printed material to aid in soliciting donations, envelopes or receipt forms for contributions, and forms for reporting the response of each family unit assigned to him and the
amount collected from each. These kits are distributed to the
solicitors on the basis of organizational reports showing the
number of volunteers required to cover the neighborhood. The
organizational reports are usually checked against a detailed
street map and city directory by the area chairman to ascertain
that all sources are being covered.
The amount of currency collected by any one door-to-door
solicitor will usually be small; larger donations are usually
made by check and are often sent directly to the organization.
The requirement that the solicitor report the response of each
family unit assigned to him will usually provide reasonable assurance that there has been no material diversion of donations
at this level.
The neighborhood captain should be given the responsibility
of obtaining a signed report from each door-to-door solicitor,
and of summarizing and submitting the individual and summary reports to the division captain. The division captain
should be responsible for checking the neighborhood captain's
report to the supporting detail and proving the amount of collections turned in. The division captain should also determine
that reports have been received from all solicitors and should
prepare a summary report of all amounts collected in his area.
Separation of the control over the donations received from
control over the reports should be made as soon as practicable.
The use of depository bank accounts in the field that are subject to withdrawal only by designated organization personnel
enhances the control over donations and provides greater assurance that all contributions received will be properly accounted for. All donations received, or copies of the deposit
slips for donations deposited in local depository bank accounts,
should be forwarded to the organization's treasurer, with
copies of the reports summarizing the donations received. The
original reports and supporting detail should be turned over to
the area chairman. The area chairman should ascertain that a
report is received from each person to whom solicitation material was supplied. The original reports should be recapitulated
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and forwarded to the organization's controller. At that point the
total contributions reflected in these reports should be compared to the amounts reported as deposited by the treasurer
and traced to the bank deposits.
3. Radio and Television Solicitation.
Since, under this method,
the universe from which contributions may be received cannot
be defined, controls must be established over donations. It is
essential that a record of all contributions and pledges received
be established at the earliest practicable moment. Collection of
pledges should be made promptly. The responsibility for collection and the custodianship of amounts collected should be
separated at the earliest possible point.
4. Street Sales and Solicitation.
Under this method, each person
authorized to solicit funds will normally have access to a limited amount of cash. If procedures similar to those mentioned
above for door-to-door solicitation are designed to assure that
each solicitor makes a report, and if controls over the cash collected and the accounting therefor are separated at this point,
reasonably good control over this type of solicitation can be
established.
5. Contributions
From Uncontrolled
Organizations.
Under this
method, money is received from other organizations such as
United Way or community-wide drives, or from federal and
other governmental groups. Solicitation for such funds is generally performed by an unrelated agency which acts as a conduit for funds to the organization.
The independent auditor should satisfy himself by obtaining
written confirmation, review of distribution formulae, etc., that
the amounts due the organization and any liabilities to the
fund-raising agency have been recorded and that any restrictions placed upon the use of the funds have been recognized.
6. Special Events. As the name implies, special events encompass
a variety of activities to raise revenue and may include fundraising dinners, dances, theatre parties, or other social events
for which tickets are sold to donors. Persons handling collections should be required to account for all tickets, and gross
receipts should be reconciled to the tickets sold.
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Detailed records of the costs of each event should be kept
since the organization has the responsibility of advising the
donor of the income tax deductible portion of the ticket price
(the excess of the ticket price over the per-ticket cost of the
event).
In all cases, it is essential that the initial record of amounts
received be subsequently verified against the amounts deposited in the depository of the organization.
Pledges
Since there are no basic accounting differences between the
receipt of cash donations and the receipt of pledges, the amount
of all pledges should be recorded when obtained. The principles
to be followed in recording amounts pertaining to pledges should
be identical with those used for cash donations. Provisions should
be made for uncollectible pledges based on the organization's collection policy and past experience; the length of time that the
pledge has been outstanding, current economic conditions, and
other matters should also be taken into consideration in arriving
at the provision to be made. The allowance for uncollectible
pledges and the net amount of pledges receivable should be disclosed in the financial statements of the organization.
For donations arising from United Way campaigns or collected
by other agencies, any amounts allocated but not received at the
balance-sheet date should be recorded in the same manner as
pledges receivable.
Auditing Considerations
One of the independent auditor's objectives in his examination
of the financial statements of a voluntary health and welfare organization is to obtain satisfaction that the amounts reported as
contributions are properly stated. The voluntary nature of the
sources of support and, in many cases, the geographic dispersion
of the sources and means of solicitation of support create internal
control, accounting and auditing problems not usually found in
other kinds of organizations. There cannot be complete assurance
that all such contributions are received by the organization; however, controls can usually be established to provide reasonable
satisfaction that contributions are not materially misstated.
The independent auditor should consider whether the internal
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control procedures relating to voluntary contributions are appropriate in the circumstances and are operating effectively. His objective should be to satisfy himself that the organization has taken
all practicable steps to insure that all contributions intended for it
have been received and recorded. If he can be satisfied in this
regard he should be able, if other circumstances permit, to give
an unqualified opinion on the financial statements taken as a
whole. If he cannot be so satisfied, he should consider giving a
qualified opinion or disclaiming an opinion on the financial statements (see Statement on Auditing Standards No. 1, Section 542).
Procedures for auditing the balance of pledges receivable are
similar to those employed in the examination of accounts receivable, although certain modifications are necessary because of the
lack of invoicing and an absence of the normal debtor/creditor
relationship. Procedures which may be considered include the
following:
1. Test the extent and effectiveness of internal controls.
2. Review the aging and the estimated collectibility of pledges
receivable, and determine the adequacy of the allowance for
uncollectible pledges.
3. On a test basis, circularize pledges receivable to establish that
they are bona fide and to obtain confirmation of certain information, such as possible restrictions and the period over which
the pledges become due. The confirmations should be carefully
worded to avoid any implication that the donor is being requested to pay the amount pledged.
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Chapter 5

Donated Material and Services 1
Donated Material
Donated materials of significant amounts should be recorded at
their fair value when received, if their omission would cause the
statement of support, revenue, and expenses to be misleading
and if the organization has an objective, clearly measurable basis
for the value, such as proceeds from resale by the organization,
price lists, or market quotations (adjusted for deterioration and
obsolescence), appraisals, etc. Such recording is necessary to
properly account for all transactions of the organization, as well as
to obtain stewardship control over all materials received.
If the nature of the materials is such that valuations cannot be
substantiated, it is doubtful that they should be recorded as contributions; used clothing received as contributions and subsequently given away might, for example, fall into this category.
There is, of course, no valuation problem where donated materials are converted into cash soon after receipt, since the net cash
received measures the contribution.
When donated materials are used in rendering the service provided by the organization, the cost of such materials included in
the service is based on the value previously recorded for the contribution. If donated materials pass through the organization to its
charitable beneficiaries and the organization merely serves as an
agent for the donors, the donation normally would not be recorded as a contribution.
If significant amounts are involved, the value of the materials
1

Donated securities and fixed assets are discussed in Chapters 2 and 3.
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recorded as contributions and expenditures should be clearly disclosed in the financial statements. Free use of facilities and other
assets useful in fulfilling the organization's purposes should also
be recorded as contributions, based on criteria similar to those
outlined above. The basis of valuation should also be disclosed.
Donated Services
The extent and nature of donated services received will vary
among organizations and may range from a limited participation of
many individuals in fund-raising activities, both in the business
and residential communities, to an active participation in the
organization's program services. Because of the difficulty of placing a monetary value on donated services, and the absence of
control over them, the value of these services often is not recorded as contributions and expense. Where significant, however,
donated services should be recorded when the following circumstances exist:
1. The services performed are a normal part of the program or
supporting services and would otherwise be performed by
salaried personnel.
2. The organization exercises control over the employment and
duties of the donors of the services.
3. The organization has a clearly measurable basis for the amount.
Services which generally are not recorded as contributions,
even though such services might constitute a significant factor in
the operation of the organization, include the following:
1. Supplementary efforts of volunteer workers, which are provided directly to beneficiaries of the organization. Such activities may comprise auxiliary activities or other specific services which would not otherwise be provided by the organization as a part of its operating program.
2. Periodic services of volunteers needed for concentrated fundraising drives. The activities of volunteer solicitors are not usually subject to a sufficient degree of operating supervision and
control by the organization to enable it to have a proper basis
for measuring and recording the value of the time devoted.
However, if individuals perform administrative functions in
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positions which would otherwise be held by salaried personnel,
consideration should be given to recording the value of these
services.
3. Professional personnel engaged in research and training activities without pay or with a nominal allowance. This type of
work, although usually performed in connection with grants
made by the organization to other agencies, universities, or institutions for specific research projects, is not normally under
the direct supervision and control of the granting organization.
Accordingly, it is ordinarily considered not practicable to compute a value for these services.
The financial statements should disclose the methods followed
by the organization in evaluating, recording, and reporting donated services and should clearly distinguish between those donated services for which values have been recorded and those for
which they have not been recorded.
Auditing Considerations
The scope of the independent auditor's examination of donations of materials and services will depend upon his evaluation of
the extent and effectiveness of the organization's accounting procedures and internal control. The auditing procedures outlined
below are intended only as examples and are not all-inclusive nor
will all procedures be applicable to every organization.
Donated Material. The audit of donated materials is similar to
the audit of inventories for other types of organizations and,
where a large volume of transactions is encountered, the accounting procedures and system of internal control become particularly
important.
Procedures which may be considered in the audit of donated
materials include the following:
1. Test the extent and effectiveness of the accounting procedures
and internal control.
2. Review the basis of valuation.
3. Compare contributions and expenditures of materials with the
budget or with prior years.
4. If significant contributions are received from relatively few
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sources, it is ordinarily desirable to obtain confirmation of the
amounts from the donors.
Donated materials recorded as contributions and on hand at the
balance sheet date constitute assets which would be subject to
audit procedures normally applicable to inventories.
Donated Services. Procedures which may be considered in the
audit of donated services include the following:
1. Obtain a listing of recorded amounts, including name and position of person rendering the services, gross annual valuation of
the services, amount paid in cash (if any), and net contribution
recorded.
2. Review on a test basis the time records, scheduling sheets, or
other evidence to substantiate the services rendered.
3. Review for reasonableness the listing of the gross annual valuation for each position in relation to the local labor market, and
determine that the positions listed are applicable to the operating program and are appropriate to be recorded as contributions.
4. Compare the total of the listing to the amount recorded as contributions.
5. Inquire of appropriate organization officials as to other volunteer help which might be considered as taking the place of
salaried personnel.
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Chapter 6

Program and Supporting Services
Functional Classification of Expenses
A wide variety of persons and groups are interested in the reported expenses of voluntary health and welfare organizations.
The first group to be considered is the organization's contributors,
who have given money, services, or material. The second group
represents the organization's trustees or directors, who have a
fiduciary responsibility to conserve and expend its assets for the
organization's stated objectives. The third interested group is the
compensated executives of the organization, who have the responsibility of carrying out the stated policies of the organization's
governing board. The fourth group is made up of those governmental jurisdictions that have authority to control charitable solicitation through legislation and the local, state, and federal governments which grant tax exemptions to charitable organizations.
Although each of these groups may be interested in information
about particular types of expenses, the cost of providing various
services or other activities is of greater importance and becomes
apparent only when the expenditures are summarized on a "functional" basis. The functional classifications used by most organizations include specific "program services" which describe the
organization's social service activities, and "supporting services"
under which management (or administrative) and general expenses and fund-raising costs are shown as separate items.
Expenditures for program services should be segregated from
fund-raising and management and general expenditures, and the
amount of each should be clearly disclosed in the financial statements.
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Program Services
The functional reporting classifications for program services will
vary from one organization to another depending upon the type of
services rendered. For some organizations, a single functional reporting classification may be adequate to portray the program
service provided. In most cases, several separate identifiable services may be provided and in such cases expenditures for program services should be reported by type of service function, or
group of functions. Grants to other service agencies and to affiliates for social services rendered by them should be included in
the functional categories since these payments are program service expenditures from the standpoint of the organization making
the grant.
The various functions should be adequately described to clearly
portray their purpose, and each functional classification should include all of the costs that are applicable to the service described.
For instance, where public education is part of the program for
which funds are requested, the cost of year-round efforts to inform the community of dangers to the public health or welfare
and the need for individual and group precautions should be
charged to the program service function of public education.
Some costs which normally fall under this function include the
following:
1. Direct costs of symposia for the instruction of the public.
2. Salaries of employees while preparing, arranging for, and giving talks to groups.
3. Costs of pamphlets, letters, posters, films, and other materials
that give technical information and do not contain requests for,
or acknowledgments of, contributions.
4. Costs of educational materials that deal with a particular health
or welfare problem and are disseminated to groups selected on
the basis of need (for example, distributions made to or
through tax-supported agencies).
The costs of the organization that may have some relationship
to the function but are primarily directed toward other purposes
should not be charged or allocated to this function.
Salaries and other costs that are not normally charged to this
function include those relating to:
1. Postage for mass mailing of materials in preparation for or in
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connection with fund-raising solicitations and the cost of maintaining contributor mailing lists and files.
2. Public meetings to "kick off '' a fund-raising solicitation.
3. Purchasing or arranging television and radio announcements
that request contributions.
4. Publicity and public relations activities, the primary purpose of
which is to keep the organization's name before prospective
contributors.
5. Costs of informational materials that are oriented to the organization, that contain only general information regarding the
health and welfare problem, or that are distributed to those
appearing on lists of potential contributors.
Management and General
Management and general costs include expenditures for the
overall direction of the organization, general record keeping,
business management, budgeting, general board activities, and
related purposes. (Direct supervision of program services and of
fund raising should be charged to those functions.) "Overall direction" will usually include the salaries and expenses of the chief
officer of the organization and his staff. If they spend a portion of
their time directly supervising fund-raising or program service activities, such salaries and expenses should be prorated among
those functions.
Expenses incurred in keeping a charitable organization's name
before the public that are not properly classified as program services or as fund-raising expenses should be classified as management and general expenses. The cost of disseminating information
to inform the public of the organization's "stewardship" of contributed funds, the publication of appointments, the annual report,
etc., should likewise be classified as management and general expenses.
Fund Raising
The fund-raising function encompasses more than the solicitation of contributions. Other expenditures that should normally be
charged to this function include costs of transmitting appeals to
the public (including postage, addressing, and maintenance of
mailing lists and other fund drive records) and the salaries of
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personnel connected with the campaign. An appropriate portion
of the salaries of regular staff members who devote time to record
keeping for fund raising, whether during the campaign period or
not, should be allocated to fund-raising expenses. Fund-raising
services and materials received from affiliates should also be
charged to this function.
The cost of printed material used should be charged to program
service, management and general, or fund raising on the basis of
the use made of the material, determined from the content, the
reasons for distribution, and the audience to whom it is
addressed.
Fund-raising costs should generally be charged to the current
unrestricted fund. However, where fund-raising costs can be
specifically identified with a special purpose fund drive, such as a
building fund campaign, it may be appropriate to charge such
costs to that fund.
Readers of the financial statements should be able to relate the
total fund-raising cost to the total support received. The financial
statements, therefore, should clearly disclose the total support received and the related fund-raising cost incurred for the period.
Allocation of Costs Which Pertain to
Various Functions
In some of the larger organizations, individual functions are
performed by separate departments, with expenses classified by
types within each department. Many other organizations incur
costs that apply to more than one functional purpose. In such
cases, it may be necessary to allocate these costs among functions.
Examples include salaries of those who perform more than one
type of service, rental of a building used for various program services, management and general, and fund-raising activities.
Where employees perform duties that relate to more than one
function, the salaries of such individuals, as well as all other expenses which pertain to more than one function, should be allocated to the separate functional categories based on procedures
that determine, as accurately as possible, the portion of the cost
related to each function. In some cases, and particularly where
most of an individual's time is spent on one function, estimates of
the time spent on each function may be appropriate. However, in
many cases the maintenance of employee time reports will be
practical and will result in a more accurate determination of the
27

costs attributed to each function. In cases where the time of employees is spent on various functions and such functions do not
vary significantly during each accounting period, the preparation
of time reports for selected test periods during the year might be
sufficient to determine the allocation of such costs to the related
functions.
A reasonable allocation of an organization's functional expenditures may be made on a variety of bases. The following allocation
procedures are illustrative only, but use of these or similar procedures will ordinarily result in a reasonable allocation of an
organization's multiple function expenditures:
1. A study of the organization's activities may be made at the start
of each fiscal year to determine the best practicable allocation
methods. This study should include an evaluation of the preceding year's time records or activity reports of key personnel,
the use of space, the consumption of supplies and postage, etc.
The results of this study should be reviewed periodically and
revised where necessary to reflect significant changes in the
nature or level of the organization's current activities.
2. Daily time and expense records may be kept by all employees
who spend time on more than one function and may be used as
a basis for allocating salaries and related costs. These records
should indicate the nature of the activities in which the employee is involved.
3. Automobile and travel costs may be allocated on the basis of
the expense or time reports of the employees involved.
4. Telephone expense may be allocated on the basis of use of the
extensions, generally following the charge for the salary of the
employee using the telephone, after making direct charges for
toll calls or other service attributable to specific functions.
5. Stationery, supplies, and postage costs may be allocated based
on a study of their use.
6. Occupancy costs may be allocated on the basis of a factor determined from a study of the function of the personnel using
the space involved.
7. The depreciation and rental of equipment may be allocated
based on asset usage.
28

Statement of Functional Expenses
The functional classification of expenses provides an analysis of
the cost associated with each of the program services or other
activities in which the organization is engaged. In order to show
the type of cost involved in providing these services or in carrying
out the other activities, the organization's financial statements
should contain a statement which sets forth in reasonable detail
the nature of the expenses and costs incurred in each functional
category of program and supporting services. In many cases, the
type of expenditures will be limited to a few line items, such as
employee salaries and benefits, awards and grants, supplies, occupancy, etc. The detail to be shown will vary from one organization to another depending upon the activities in which the organization is engaged and the methods followed in carrying out those
activities. The financial statements should, however, contain sufficient information to enable the reader to obtain a general understanding of the nature of the costs of carrying out the
organization's activities. The level of detail shown in Exhibit B of
this guide would generally provide this understanding.
Payments to Affiliated Organizations
Payments, for unspecified purposes, by local organizations to
state and national affiliates should be charged to appropriate accounts maintained for that purpose. Such payments will normally
be used for national program service, management and general,
and fund-raising expense, but it is generally impractical for an
allocation to such specific expense captions to be made. There
may be cases where it would be appropriate to report certain
types of payments to state or national affiliates as a deduction
from total support and revenue in the statement of support, revenue and expenses. The criteria for determining the appropriate
method in any case includes the contractual arrangements with
the state or national organization, the basis on which the funds
were solicited and received from the public, and possibly the uses
to be made of the funds transmitted.

Services Rendered by Affiliated Organizations
If employees of separately governed affiliated organizations
regularly perform services other than in an advisory capacity
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under the direction of the organization being audited or if significant amounts of materials are received from related organizations, an appropriate accounting for such expenses should be
made. Since the purpose of recording these transactions is the
disclosure of the expense of the organization, the offsetting credit
should be to income. A reasonable valuation of such services and
materials may have to be determined by correspondence with the
separately governed organization.
Auditing Considerations
Auditing procedures for expenditures in a voluntary health and
welfare organization are similar to those used in the audit of business organizations. Such procedures include a review of the internal control over the classification of expenditures and tests to
determine that they are classified according to stated policies.
The following are illustrations of procedures which may be used
by an organization to provide internal control over the classification of expenditures:
1. Preparation of a detailed budget that is reviewed periodically
by a committee of directors or trustees.
2. Preparation and maintenance of up-to-date job descriptions and
organization charts.
3. Preparation of studies of the services performed by employees
who serve more than one function, to determine the bases for
allocating their salaries and expenses.
4. Use of employee time reports describing the work done and
services performed.
5. Use of written instructions to employees on the preparation of
time and expense reports covering the method to be followed
in determining and indicating services being performed.
The auditing procedures which may be considered in connection with the allocation of functional expenditures include the following:
1. Determine that the functional classifications adopted will adequately disclose the use made of resources.
2. Review the method of allocating expenditures involving more
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than one function to determine that such methods are reasonable.
3. E x a m i n e expenditures to d e t e r m i n e that the allocation
methods were followed. For example, the review of salary and
wage allocations might include an examination of program reports, job descriptions, and employee time, activity and expense reports.
4. Ascertain that the allocation and classification methods used
were consistent with those used in the preceding year.
5. Compare actual expenditures with budgeted and/or prior year
amounts and obtain explanations for significant variations.
The independent auditor should satisfy himself that any grants
to other organizations have been authorized by the governing
board and, where appropriate, that the organization has established procedures to ascertain that grants made have been expended for their intended purposes.
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Chapter 7

Financial Statements and the
Independent Auditor's Report

General
Financial statements of voluntary health and welfare organizations are generally prepared on one of the following bases:
1. Accrual basis. Under this method of accounting, revenues and
expenses are identified with specific periods of time and are
recorded as incurred, along with acquired assets, without regard to the date of receipt or payment of cash. Financial statements prepared on this basis conform to the practices of business organizations in general, with respect to such items as receivables, inventories, prepayments, and accrual of liabilities.
2. Cash basis. Under this method of accounting, revenues and
expenses are recorded only when received and paid, respectively, without regard to the period to which they apply. Thus,
financial statements prepared on this basis reflect cash receipts
and disbursements only.
An additional basis of accounting, known as the modified
accrual basis, has been in use by certain types of voluntary health
and welfare organizations. Under this method such items as receivables, inventories, and payables may be accounted for on an
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accrual basis, while other items such as income from investments,
insurance, rent, salaries, etc., may be accounted for on the cash
basis.
The accrual basis of accounting is required by generally accepted accounting principles for a fair presentation of financial
position and results of operations. Financial statements prepared
on a cash basis, or a modified accrual basis, may be considered to
present financial position and results of operations in conformity
with generally accepted accounting principles only if they do not
differ materially from financial statements prepared on an accrual
basis; this should be carefully considered by the independent auditor in expressing an unqualified opinion on such financial statements.
If cash basis statements, or modified accrual basis statements,
do not purport to present financial position or results of operations, they may be considered as special reports (see Statement
on Auditing Standards No. 1, Section 620). The basis on which
such statements are prepared should be clearly disclosed.
Form of Financial Statements
Illustrative financial statements are presented as Exhibits A, B,
and C to this guide. Since the information that would normally be
presented in a statement of changes in financial position as discussed in Accounting Principles Board Opinion No. 19 will, in most
cases, be readily apparent from other financial statements, such a
statement is generally not required. Modifications to the financial
statements illustrated should be made to fit the facts and circumstances of each specific organization.
Because of the restrictions associated with certain funds, the
financial statements should reflect unrestricted and restricted
funds separately. All resources that are committed to or currently
available for use in carrying out the organization's program and
supporting services (except for unrestricted amounts invested in
land, buildings and equipment which are accounted for in a separate fund) should be segregated from those that are restricted as
to use by the donor, by law, or by other external authority. It is
appropriate in such presentations to identify amounts of unrestricted funds that have been designated for specific purposes by
the governing board, provided it is clear that they continue to be
part of the unrestricted fund and can be made available by board
action for general purposes.
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Associated Organizations, Independently Governed
A voluntary health and welfare organization may have other organizations associated with it. A national organization may have
state and local chapters which have varying degrees of autonomy,
and smaller, local organizations may have auxiliaries whose functions range from the rendering of charitable service to purely
fund-raising activities. Sometimes these associated organizations
are separate corporate entities; sometimes they are merely unincorporated "boards" or committees. The amounts of their revenues and assets may range from inconsequential to substantial.
When an independent auditor is engaged to examine the financial statements of an agency having associated organizations, he
will have to decide whether to confine his audit to the agency
itself or to extend his examination to the records of the associated
organizations.
Essentially, the question of whether to examine the financial
statements of associated organizations revolves around the functions performed by them and the extent to which their operations
and finances are interlocked with those of the primary organization. If, for example, the client organization is a national health
association with its own governing board and is federated with a
group of state or local chapters, each independently controlled by
its own elected board, the independent auditor ordinarily can
confine his examination to the financial statements of the national
organization. The following are some indications of independence
which might make an examination of the financial statements of
other organizations unnecessary:
1. The organization is independently controlled by its own
elected board.
2. It is identified as an independent organization on its letterhead
and in all its fund-raising activities.
3. A clear disclosure is made of the method of operation in its
solicitation material, e.g., that proceeds will be turned over to
the client organization only after the affiliate's costs have been
deducted.
4. There is no requirement for expenses to be approved by the
client organization.
5. Expenses normally borne by the client organization are not arbitrarily paid by the other organization and excluded from the
client's accounts.
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6. The auxiliary organization, if any,
a. has significant purposes other than those of the primary
organization.
b. does not join with the primary organization in the registration or annual filing with any regulatory body or the
Internal Revenue Service.
Consolidated or Combined Affiliates
When reporting on consolidated or combined financial statements, the independent auditor of the parent organization will
necessarily have to concern himself with the examination of the
chapter financial statements. Where one or more of the affiliated
entities are examined by other independent auditors, the standards and procedures applicable to reports on consolidated or
combined financial statements, as discussed in Statement on Auditing Standards No. 1, Section 543, are applicable.
The independent auditor should normally obtain a written representation from officers of the national organization that all transactions with its controlled affiliate organizations have been recorded or reported to the independent auditor. The auditing considerations applicable to an affiliate which has been determined to
be controlled by the national organization will be generally the
same as those for the national organization.
Illustrative Auditor's Report
The financial statements of a voluntary health and welfare organization that purport to present financial position and results of
operations must be prepared in conformity with generally accepted accounting principles. The independent auditor should
exercise his professional judgment in each instance, both as to the
form of the financial statements appropriate under the circumstances and as to the opinion, or disclaimer of opinion, to be expressed on them.
The audit problems peculiar to these organizations, as discussed in this guide, should be considered by the independent
auditor in setting the scope of his examination. Particular attention should be given to the comments in Chapter 4 of this guide
regarding the degree of satisfaction that the independent auditor
should obtain as to voluntary contributions in order to give an
unqualified opinion.
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Unqualified
Opinion.
Where the independent auditor concludes that the financial statements present the financial position,
results of operations, and changes in fund balance in conformity
with generally accepted accounting principles, his report may
read as follows:
(Scope paragraph)
We have examined the balance sheet of XYZ Health and Welfare Service as of December 31, 19XX, and the related statements
of support, revenue, and expenses and changes in fund balances
and of functional expenditures for the year then ended. Our examination was made in accordance with generally accepted auditing standards, and accordingly included such tests of the accounting records and such other auditing procedures as we considered
necessary in the circumstances.
(Opinion paragraph)
In our opinion, the aforementioned financial statements present
fairly the financial position of the XYZ Health and Welfare Service
at December 31, 19XX, and the results of its operations and
changes in fund balances for the year then ended, in conformity
with generally accepted accounting principles applied on a basis
consistent with that of the preceding year.
Qualified Opinion. If the independent auditor believes the financial statements are at variance with generally accepted accounting principles, and the variance is not sufficiently material to
require an adverse opinion on the financial statements taken as a
whole, his report should be qualified. (See Statement on Auditing
Standards No. 1.) An example of such a qualification is as follows:
(Middle paragraph)
XYZ Health and Welfare Service does not record the value of
fixed assets received as donations. For the year ended December
31, 19XX, the value of such donated assets amounted to approximately $
. In accordance with generally accepted accounting principles, this amount should have been included in the
amount shown as support from the public.
(Opinion paragraph)
In our opinion, except for the omission of the value of donated
assets from the statements of support, revenue, and expenses and
changes in fund balances, as mentioned in the preceding paragraph, the accompanying financial statements. . . .
If the financial statements do not disclose the functional classification of expenditures, such as fund-raising costs, the independent auditor's opinion should be qualified. An example of such a
qualification is as follows:
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(Middle paragraph)
During 19XX the organization incurred costs of approximately
$
in connection with its fund-raising efforts. Such
amount is not set forth separately in the accompanying financial
statements as required by generally accepted accounting principles, but is included in the amount shown for management and
general expenses.
(Opinion paragraph)
In our opinion, except for the omission of the information mentioned above, the accompanying financial statements present
fairly. . . .
If the independent auditor has taken all steps that he believes
practicable and yet cannot satisfy himself that contributions, if
any, beyond those that have been recorded, are not material but
has no reason to believe that any unrecorded amounts might be
so great as to negate his opinion on the financial statements, he
may express an opinion that is qualified as to the effects of any
unrecorded contributions. His opinion in this case might be
worded as follows:
(Scope paragraph)
We have examined . . . and such other auditing procedures as
we considered necessary in the circumstances, except as stated in
the following paragraph.
(Middle paragraph)
No accounting controls are exercised over door-to-door cash collections prior to the initial entry of the contributions in the accounting records. Accordingly, it was impracticable to extend our
examination beyond the receipts recorded.
(Opinion paragraph)
In our opinion, except for the effects of any adjustments that
might have resulted had the cash collections of contributions referred to above been susceptible to satisfactory audit tests, the accompanying financial statements present fairly the financial position of the XYZ Health and Welfare Service at December 31,
19XX, and the results of its operations and changes in fund balances for the year then ended, in conformity with generally accepted accounting principles applied on a basis consistent with that
of the preceding year.
Where the independent auditor, after investigation, has reason
to believe that the unrecorded amounts might be so great as to
negate his opinion on the financial statements, he should disclaim
an opinion.
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Disclaimer of Opinion. If the independent auditor has not been
able to satisfy himself with respect to the financial statements, a
disclaimer of opinion may be required. This might occur, for example, if the independent auditor has been requested not to circularize pledges receivable (and the amounts involved are material), or if he has not been able to examine "sufficient competent
evidential matter" with respect to other material amounts. In
such case, the independent auditor's report might be worded as
follows:
(Scope paragraph)
. . . and such other auditing procedures as we consider necessary in the circumstances, except that, as instructed, we did not
request confirmation of pledges receivable by direct correspondence with the donors.
(Opinion paragraph)
Because of the limitation on the scope of our examination, as
explained in the preceding paragraph, and because pledges receivable at December 31, 19XX, enter materially into the determination of financial position and results of operations, we are unable to
express an opinion on the accompanying financial statements.
Adverse Opinion. If the independent auditor believes that the
organization's financial Statements do not present fairly its financial position and results of operations, he should express an adverse opinion, which might read as follows:
(Middle paragraph)
XYZ Health and Welfare Service follows the practice of (brief
description of practice) which has resulted in the following effects
on the financial statements: (brief description of the effect of the
practice). This practice is at variance with generally accepted accounting principles.
(Opinion paragraph)
Because of the effects of the practice discussed in the preceding
paragraph, in our opinion the aforementioned financial statements
do not present fairly the financial position of XYZ Health and Welfare Service at December 31, 19XX, or the results of its operations
for the year then ended, in conformity with generally accepted
accounting principles.
Special Report Opinion. If in the independent auditor's opinion, the financial statements do not purport to present financial
position and results of operations, the requirements of Statement
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on Auditing Standards No. 1, Section 620, apply. In reporting
upon such statements, the independent auditor should ascertain
that there is a clear representation of what they do present and of
the basis on which they have been prepared. As an example, for
statements prepared on a cash basis, which may appear to, but do
not, present financial position and results of operations, disclosure
should be made in the statements or in notes thereto of (a) the
fact that the statements have been prepared on a cash receipts
and disbursements basis, and (b) the general nature and, where
practicable, the net effect of any material items omitted from the
statements. In these circumstances, the terms "balance sheet,"
"statement of operations," or similar titles should not be used.
The independent auditor's report on cash basis statements
might be worded as follows:
(Scope paragraph)
We have examined the statement of assets, liabilities and fund
balances arising from cash transactions for XYZ Health and Welfare
Service at December 31, 19XX and the related statement of revenues collected and expenditures made for the year then ended.
Our examination was made in accordance with generally accepted
auditing standards, and accordingly included such tests of the accounting records and such other auditing procedures as we considered necessary in the circumstances.
(Opinion paragraph)
In our opinion, the accompanying statements present fairly the
assets, liabilities and fund balances of XYZ Health and Welfare
Service at December 31, 19XX, arising from cash transactions, and
the revenues collected and expenditures made during the year
then ended, on a basis consistent with that of the preceding year.
If the independent auditor believes that misleading inferences
may be drawn from the statements, he should include an explanation in his report that the statements do not present financial position and results of operations. This might be accomplished by
a middle paragraph worded as follows:
(Middle paragraph)
Because of the omission of accounts receivables, accounts payable, and the value of donated services and materials, in our opinion, the accompanying statements do not present the financial position or results of operations of the organization in conformity with
generally accepted accounting principles.
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Illustrative Financial Statements

42

Total public support

Public support and revenue:
Public support:
Contributions (net of estimated uncollectible pledges
of $195,000 in 19X2 and $150,000 in 19X1)
Contributions to building fund
Special events (net of direct costs of $181,000
in 19X2 and $163,000 in 19X1)
Legacies and bequests
Received from federated and nonfederated campaigns
(which incurred related fund-raising expenses of $38,000
in 19X2 and $29,000 in 19X1)
—

275,000
4,235,000

—
—

162,000

$162,000
—

$3,764,000
—
104,000
92,000

Restricted

Unrestricted

Current Funds

Year Ended December 31, 19X2
with Comparative Totals for 19X1

—

—
—

—

$
—

$3,928,000
72,000

19X2

$3,976,000
150,000

4,475,000

275,000

19X1

Total All Funds

4,655,000

308,000

104,000
92,000
96,000
129,000

2,000

Endowment
Fund

72,000 6,000

—

4,000

$ —
72,000

Land, Building and Equipment Fund

19X2

Statement of Support, Revenue, and Expenses
and Changes in Fund Balances

VOLUNTARY HEALTH AND WELFARE SERVICE

EXHIBIT A
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_

5,361,000
$5,851,000

123,000
$132,000

(8,000)

17,000

407,000
(17,000)
100,000

155,000

4,185,000

—
—

—

7,000

567,000
642,000
1,209,000

155,000

2,976,000
—
—

155,000
5,000
6,000

1,257,000
539,000
612,000
568,000

10,000

10,000

172,000

—
—
—

—
—

—

4,592,000

357,000

17,000
98,000
200,000
42,000

—

—

—

—

—

—

—

2,017,000
$1,948,000

$4,382,000

1,228,000

638,000
654,000

3,154,000

$1,365,000

$5,083,000

$4,036,000

1,184,000

546,000

2,852,000

486,000

$4,867,000

$1,414,000
485,000
516,000
578,000

31,000

574,000

—

—
544,000
618,000

31,000

428,000

17,000
12,000
108,000
94,000
275,000
42,000
47,000

392,000

—
225,000

—
(100,000)
649,000
$696,000

17,000

30,000

42,000

19,000

—
12,000

23,000

2,000
—
—
10,000

72,000

— 25,000

—
—
— 25,000
—
—

—

(See accompanying notes to financial statements)

Total expenses
Excess (deficiency) of public support and
revenue over expenses
Other changes in fund balances:
Property and equipment acquisitions from unrestricted funds
Transfer of realized endowment fund appreciation
Returned to donor
Fund balances, beginning of year
Fund balances, end of year

Total supporting services

Total program services
Supporting services:
Management and general
Fund raising

Total support and revenue
Expenses:
Program services:
Research
Public health education
Professional education and training
Community services

Total revenue

Revenue:
Membership dues
Investment income
Realized gain on investment transactions
Miscellaneous
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Salaries
Employee health and retirement
benefits
Payroll taxes, etc.
Total salaries and related
expenses

$

16,000
321,000

51,000

14,000

4,000

2,000

$291,000

45,000

Research

278,000

14,000
13,000

$251,000

297,000

14,000
14,000

$269,000

Professional EduPublic
cation and Community
Health
Education Training
Services

Program Services

$

947,000

46,000
45,000

856,000

Total

371,000

22,000
18,000

$331,000

Management and
General

Supporting Services

19X2

with Comparative Totals for 19X1

Year Ended December 31, 19X2

Statement of Functional Expenses

401,000

18,000

15,000

$368,000

Fund
Raising

VOLUNTARY HEALTH AND WELFARE SERVICE

$

772,000

37,000
36,000

699,000

Total

1,719,000

83,000
81,000

$1,555,000

19X2

1,583,000

75,000
75,000

$1,433,000

19X1

Total Expenses

EXHIBIT B
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Total expenses

Depreciation of buildings and
equipment

Professional fees and contract
service payments
Supplies
Telephone and telegraph
Postage and shipping
Occupancy
Rental of equipment
Local transportation
Conferences, conventions, meetings
Printing and publications
Awards and grants
Miscellaneous
Total expenses before
depreciation
6,000
$618,000

$578,000

10,000

568,000

11,000
144,000
4,000

13,000
22,000
14,000
20,000

3,000
13,000

$3,154,000

23,000

3,131,000

114,000
1,609,000
15,000

9,000
25,000
4,000
22,000

8,000
13,000

$574,000

7,000

567,000

14,000
—
—
16,000

41,000
78,000
43,000
67,000

22,000
41,000

(See accompanying notes to financial statements)

5,000
$544,000

539,000

1,412,000

2,000

43,000
119,000
6,000

56,000
14,000
4,000

4,000
1,332,000
1,000

$1,414,000

17,000
26,000
24,000
22,000

2,000
5,000
1,000
3,000

612,000

10,000
13,000

1,000
2,000

$654,000

4,000

650,000

26,000
18,000
2, 000
13,000
30,000
3,000
23,000
8, 000
64,000
—
21,000

$1,228,000

11,000

1,217,000

8,000
17,000
13,000
30,000
27,000
16,000
30,000
19,000
78,000
1,609,000
37,000

$4,382,000

34,000

4,348,000

$4,036,000

32,000

4,004,000

34,000
56,000
53,000
35,000
76,000
71,000
10,000
11,000
36,000
15,
43,000
84,000
80,000
57,000
135,000
126,000
19,000
62,000
58,000
53,000
120,000
113,000
71,000
20,000
118,000
38,
192,000
184,000
1,448,000
52,000
64,000
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Total

Cash
Investments (Note 2):
For Long-term purposes
Other
Pledges receivable less allowance for
uncollectibles of $105,000 and $92,000
Inventories of educational materials,
at cost
Accrued interest, other receivables and
prepaid expenses

Assets

2,245,000
950,000
363,000
61,000

186,000

2,727,000
1,075,000
475,000
70,000

286,000

$6,335,000

$2,530,000

$6,840,000

Liabilities and Fund Balances

Undesignated, available for general activities
(Note 4)
Total fund balance
Total

Fund balances:
Designated by the governing board for:
Long-term investments
Purchases of new equipment
Research purposes (Note 3)

Accounts payable
Research grants payable
Contributions designated for future periods
Total liabilities and deferred revenues

CURRENT FUNDS
Unrestricted

$2,207,000

19X2 19X1

December 31, 19X2 and 19X1

Balance Sheets

VOLUNTARY HEALTH AND WELFARE SERVICE

1,152,000

100,000

2,800,000

148,000
596,000
245,000
989,000

1,799,000
5,851,000
$6,840,000

$

19X2

1,313,000
5,361,000
$6,335,000

1,748,000

—

2,300,000

$ 139,000
616,000
219,000
974,000

19X1

EXHIBIT C
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$

$

5,000
72,000
46,000
123,000

Fund balances:
Professional education
Research grants
Total

Restricted

10,000
2,007,000
$2,017,000
Total

Fund balance

(See accompanying notes to financial statements)

$

Total fund balance
Total

Fund balances:
Expended
Unexpended—restricted

Mortgage payable, 8% due 19XX

ENDOWMENT FUNDS

513,000
685,000

$

516,000
728,000

2,000
145,000
25,000

$

32,000

3,000
177,000

LAND, BUILDING AND EQUIPMENT FUND

3,000
71,000
58,000
132,000

4,000
1,944,000
$1,948,000

$

Cash

Investments (Note 2)
Total

$

$

$

$

Cash
Investments (Note 2)
Pledges receivable less allowance for uncollectibles
of $7,500 and $5,000
Land, buildings and equipment, at cost
less accumulated depreciation of $296,000
and $262,000 (Note 5)
Total

Cash
Investments (Note 2)
Grants receivable
Total

696,000
728,000

484,000
212,000

32,000

84,000
48,000
132,000

$1,948,000

$1,948,000

$

$

$

$

477,000
172,000

36,000

—
123,000
123,000

$2,017,000

$2,017,000

649,000
$ 685,000

$

$

$

V O L U N T A R Y H E A L T H AND WELFARE SERVICE
Notes to Financial Statements
December 31, 19X2

1. Summary of Significant Accounting Policies. The financial statements
include the accounts of the Service and its affiliated chapters. The
Service follows the practice of capitalizing all expenditures for land,
buildings, and equipment in excess of $100; the fair value of donated
fixed assets is similarly capitalized. Depreciation is provided over the
estimated useful lives of the assets. Investments are stated at cost. All
contributions are considered to be available for unrestricted use unless specifically restricted by the donor. Pledges for contributions are
recorded as received and allowances are provided for amounts estimated to be uncollectible. Policies concerning donated material and
services are described in Note 6.
2. Investments. Market values and unrealized appreciation (depreciation) at December 31, 19X2 and 19X1 are summarized as follows:
(Thousands of Dollars)
December 31, 19X2

Quoted
Market
Value

Unrealized
Appreciation
(Depreciation)

8
25

$2,230
941

$(15)
( 9)

73
2,125

2
181

73
2,183

1
176

184

7

153

8

Quoted
Market
Value

Current unrestricted
fund:
For long-term
purposes
Other
Current restricted
funds
Endowment funds
Land, building and
equipment fund

December 31, 19X1

¡2,735
1,100

Unrealized
Appreciation

$

Interfund transfers include $100,000 for 19X2, which represents the
portion of the realized appreciation ($25,000 realized in the current
year and $75,000 realized in prior years) in endowment funds that,
under the laws of (a state), were designated by the governing board
for unrestricted operations. At December 31, 19X2, $200,000 of
realized appreciation was available in endowment funds, which the
governing board may, if it deems prudent, also transfer to the unrestricted fund.
If the organization accounts for its investment on the market value
basis, the first part of the above note might be worded as follows:
Cost and unrealized appreciation (depreciation) at December 31,
19X2 and 19X1 are summarized as follows:
48

(Thousands of Dollars)
December 31, 19X2

Cost

Unrealized
Appreciation
(Depreciation)

8
25

$2,245
950

$(15)
( 9)

71
1,944

2
181

72
2,007

1
176

177

7

45

8

Cost

Current unrestricted
fund:
For long-term
purposes
Other
Current restricted
funds
Endowment funds
Land, building and
equipment fund

December 31. 19X1

$2,727
1,075

Unrealized
Appreciation

$

3. Research Grants. The Service's awards for research grants-in-aid generally cover a period of one to three years, subject to annual renewals
at the option of the governing board. At December 31, 19X2,
$1,748,000 had been designated by the board for research grants, of
which $596,000 had been awarded for research to be carried out
within the next year.
4. Proposed Research Center. The XYZ Foundation has contributed
$50,000 to the Service with the stipulations that it be used for the
construction of a research center and that construction of the facilities
begin within four years. The Service is considering the construction
of a research center, the cost of which would approximate $2,000,000.
If the governing board approves the construction of these facilities, it
is contemplated that its cost would be financed by a special fund
drive.
5. Land, Buildings and Equipment and Depreciation. Depreciation of
buildings and equipment is provided on a straight-line basis over the
estimated useful lives of the assets. At December 31, 19X2 and 19X1,
the costs of such assets were as follows:

Land
Buildings
Medical research equipment
Office furniture and
equipment
Automobiles and trucks
Total cost
Less accumulated
depreciation
Net

19X2

19X1

$ 76,000
324,000
336,000

$ 76,000
324,000
312,000

43,000
33,000
812,000

33,000
30,000
775,000

296,000
$516,000

262,000
$513,000
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6. Donated Materials and Services. Donated materials and equipment
are reflected as contributions in the accompanying statements at their
estimated values at date of receipt. No amounts have been reflected
in the statements for donated services inasmuch as no objective basis
is available to measure the value of such services; however, a substantial number of volunteers have donated significant amounts of their
time in the organization's program services and in its fund-raising
campaigns.
7. Pension Plans. The organization has a non-contributory pension and
retirement plan covering substantially all of its employees. Pension
expense for the current year and the prior year was $
and
$
, respectively, which includes amortization of prior service
cost over
year period. The Service's policy is to fund pension
cost accrued. At December 31, 19X2, the actuarially computed value
of the vested benefits in the plan exceeded the fund balance of the
plan by approximately $
8. Leased Facilities. Most of the buildings used by the organization for
its community services programs are leased on a year-to-year basis.
At December 31, 19X2, fifteen such buildings were being leased for
an annual cost of approximately $12,000.
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APPENDIX A

Illustration of an Investment Pool
Three funds (named A, B, and C) combined their cash some years ago
into an investment pool by simultaneous contributions (in the portions
indicated below) totaling $90,000, which was invested. On December
31, 19XX, the pooled investments on a cost basis were carried at
$100,000, which is the amount of the original contributions plus
$10,000, representing net realized gains retained by the investment
pool.
The market value of the pooled assets was calculated to be $150,000.
On this basis, the unrealized net gains are $50,000.
A new fund (Fund D) invested $100,000 of cash in the investment
pool at December 31, 19XX.
The following table presents the transactions set forth above and illustrates the calculation of the resulting equity percentages:

Fund

A
B
C
D

Cash
Originally
Contributed
to Pool

Original
Equity
Percentage

Value of Pool on
December 31, 19XX
Market
Cost

Value After
Entry of
Fund D

New
Equity
Percentage

$40,000
35,000
15,000

44.44%
38.89
16.67

$ 44,444
38,889
16,667

$ 66,667
58,333
25,000

$ 66,667
58,333
25,000
100,000

26.67%
23.33
10.00
40.00

$90,000

100.00%

$100,000

$150,000

$250,000

100.00%

If fund A were to withdraw from the investment pool at this date, it
would be entitled to $66,667, rather than $44,444. The equity percentages to be utilized for entries to and withdrawals from the pool are
based on market values, even though the accounting records are kept on
a cost basis.
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APPENDIX B

Statement of
Position

87-2

Accounting for Joint
Costs of Informational
Materials and Activities
of Not-for-Profit
Organizations
That Include a
fund-Raising Appeal
August 21, 1987
Amendment to
AICPA Industry Audit Guide

Audits of Voluntary Health
and Welfare Organizations
Issued by
Accounting Standards Division
American Institute of
Certified Public Accountants

AICPA

NOTE
This statement of position amends chapter 6 of the AICPA Industry
Audit Guide, Audits of Voluntary Health and Welfare Organizations and
paragraph 97 of SOP 78-10, Accounting Principles and Reporting Practices
for Certain Nonprofit Organizations.
Statements of position of the Accounting Standards Division present the
conclusions of at least a majority of the Accounting Standards Executive
Committee, which is the senior technical body of the Institute authorized
to speak for the Institute in the areas offinancialaccounting and reporting.
Statements of position do not establish standards enforceable under rule
203 of the AICPA Code of Professional Ethics. However, Statement on
Auditing Standards (SAS) No. 5, The Meaning of "Present Fairly in Conformity With Generally Accepted Accounting Principles" in the
Independent Auditors Report, as amended by SAS No. 43, Omnibus
Statement on Auditing Standards, identifies AICPA statements of position
as another source of established accounting principles the auditor should
consider. Accordingly, members should be prepared to justify departures
from the recommendations in this statement of position.

Copyright © 1987 by the
American Institute of Certified Public Accountants, Inc.
1211 Avenue of the Americas, New York, N.Y. 10036-8775
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SUMMARY
This statement of position recommends the following: If it can be
demonstrated that a bona fide program or management and general
function has been conducted in conjunction with an appeal for funds, joint
costs of informational materials or activities that include a fund-raising
appeal should be allocated between fund-raising and the appropriate
program or management and general function. All joint costs of
informational materials or activities that include a fund-raising appeal
should be reported as fund-raising expense if it cannot be demonstrated
that a program or management and general function has been conducted in
conjunction with the appeal for funds.

Accounting for Joint Costs of
Informational Materials and Activities
of Not-for-Profit Organizations That
Include a Fund-Raising Appeal
Introduction
1. Many not-for-profit organizations solicit financial support
from the public through a variety of fund-raising activities, including direct mail, door-to-door canvassing, telephone solicitation, telethons, and special events. Some of the costs incurred by such
organizations are clearly identifiable with fund-raising, such as the
cost of fund-raising consulting services. However, organizations
often incur joint costs, such as postage and other communication
costs, in distributing materials or performing activities that relate to
several functions, including program activities, fund-raising, or
other supporting services. It is often difficult to distinguish the
amounts of joint costs that relate to each function.
2. This statement of position applies only to joint costs of informational materials and activities that include a fund-raising appeal.
Allocations of other joint costs are permitted under existing authoritative literature. Also, this statement of position does not address
the issue of how to allocate joint costs. A number of cost accounting
techniques are available for that purpose.
3. The American Institute of Certified Public Accountants'
Industry Audit Guide, Audits of Voluntary Health and
Welfare
Organizations
(Audit Guide) and Statement of Position 78-10,
Accounting Principles and Reporting Practices for Certain Nonprofit Organizations (SOP 78-10), now included in the AICPA Audit
and Accounting Guide, Audits of Certain Nonprofit
Organizations,
and in Standards of Accounting and Financial Reporting for Voluntary Health and Welfare Organizations
(industry's Standards)1 provide some guidance on accounting for joint costs of informational
1National Health Council, Inc., National Assembly of National Voluntary Health and Social
Welfare Organizations, Inc., and United Way of America, Standards of Accounting and
Financial Reporting for Voluntary Health and Welfare Organizations, rev. ed. 1974.
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materials and activities that include fund-raising appeals. Numerous requests have been received for further guidance.

Background
4. External users of financial statements, including contributors, creditors, accreditation agencies, and regulators, are concerned with the amounts not-for-profit organizations spend to solicit
contributions, as well as with the amounts spent for their program
purposes and management and general activities.
5. Not-for-profit organizations subject to the Audit Guide and
organizations that follow the recommendations in SOP 78-10 and
receive significant amounts of contributions from the public are
required, in preparing their financial statements, to report separately the costs of program services, management and general activities, and fund-raising efforts.
6. Though some costs are wholly identifiable with one of those
basic functions, others are allocated because they are incurred for
more than one function. The allocation usually involves no special
accounting problems because cost accounting techniques are available. However, special problems are encountered in allocating joint
costs of informational materials and activities that include fund-raising appeals.
7. The industry's Standards provides guidance for voluntary
health and welfare organizations. As part of its discussion of joint
mailings and other "multiple part" information efforts, the industry's Standards requires a concept called primary purpose, in which
all joint costs involving fund-raising are charged to fund-raising
expense except for those incremental costs directly attributable to a
separate educational or other informational material or activity. For
example, only the incremental costs of joint mailings, such as the
direct costs of an educational pamphlet, are charged to functions
other than fund-raising; all other costs, such as postage, are charged
to fund-raising expense.
8. The primary-purpose concept was originally adopted in 1964
by the voluntary health and welfare industry in the industry's Standards as a practical solution to a credibility problem that existed then.
The industry responded to public criticism by not permitting the
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reported costs of fund-raising to be less than they would otherwise
be solely because public education efforts were structured in a way
that would absorb fund-raising costs. Many believe, however, that
the primary-purpose concept may cause fund-raising expense to be
misstated.
9. Although less specific than the industry's Standards, page 25
of the Audit Guide indicates that costs of public education should
not include costs "that may have some relationship to the function
but are primarily directed toward other purposes." Specifically
mentioned as a cost normally not charged to public education
expense is postage for mass mailing in connection with fund-raising
solicitations.
10. Some have interpreted the Audit Guide and SOP 78-10 to
be less restrictive than the industry's Standards in the method of
allocation of the costs of joint fund-raising and educational programs. The Audit Guide indicates, as part of a discussion of fundraising costs on page 27, t h a t —
The cost of printed material used should be charged to program service, management and general, or fund-raising on the basis of the use
made of the material, determined from the content, the reasons for
distribution, and the audience to whom it is addressed.
Paragraph 97 of SOP 78-10 states—
If an organization combines the fund-raising function with a program
function (for example, a piece of educational literature with a request
for funds), the costs should be allocated to the program and fund-raising categories on the basis of the use made of the literature, as determined from its content, the reasons for its distribution, and the
audience to whom it is addressed.

Present Practice
11. Present practice is diverse because of the diverse guidance.
Some not-for-profit organizations (for example, organizations that
follow the industry's Standards) do not allocate joint costs of informational materials and activities that include fund-raising appeals.
They charge only the incremental cost of educational activities and
publications to program expenses or management and general
expenses and charge joint costs to fund-raising expense.
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12. The activities of some not-for-profit organizations raise consciousness and stimulate action or are primarily educational. Many
of them allocate joint costs primarily to expenses for educational
programs based on intent as determined from the content of the
materials distributed or the activities conducted. They argue that
primary programs of the organizations are to educate the public and
that the actions by the recipients of such materials or activities are
essential elements of the organization's program goals.
13. O t h e r organizations allocate j o i n t costs to program
expenses, fund-raising expenses, or management and general
expenses based on the intended purpose of the material or activity,
determined from its content, the reason for its distribution, and the
audience to whom it is addressed.

Division's Conclusions
14. The following paragraphs present the Accounting Standards
Division's conclusions, which amend chapter 6 of the Audit Guide
and paragraph 97 of SOP 78-10.
15. All joint costs of informational materials or activities that
include a fund-raising appeal should be reported as fund-raising
expense if it cannot be demonstrated that a program or management
and general function has been conducted in conjunction with the
appeal for funds. However, if it can be demonstrated that a bona fide
program or management and general function has been conducted
in conjunction with the appeal for funds, joint costs should be allocated between fund-raising and the appropriate program or management and general function.
16. Demonstrating that a bona fide program or management
and general function has been conducted in conjunction with an
appeal for funds requires verifiable indications of the reasons for
conducting the activity. Such indications include the content of the
non-fund-raising portion of the activity; the audience targeted; the
action, if any, requested of the recipients; and other corroborating
evidence, such as written instructions to parties outside the organization who produce the activity, or documentation in minutes of the
organization's board of the organization's reasons for the activity.
17. Most fund-raising appeals include descriptions of the causes
for which the entities exist and the planned uses of the funds, to
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inform prospective donors why funds are needed and how they will
be used. Unless an appeal is designed to motivate its audience to
action other than providing financial support to the organization, all
costs of the appeal should be charged to fund-raising.
18. In order to accomplish their basic missions, some organizations educate the public and seek the involvement of the public in
the attainment of their missions by telling people what they can or
should do about particular issues. Those organizations should allocate joint costs to program activities if the informational materials or
activities further those program goals.
19. Two examples of situations in which it may be appropriate to
allocate such joint costs to program activities follow:
a.

A voluntary health and welfare organization describes the
symptoms of a disease and the action an individual should take if
those symptoms occur.

b.

An organization whose purpose is to raise public awareness
alerts individuals to a social or community problem and urges
their action in seeking changes.

20. The content of the message is an important factor, but content alone may not be a conclusive indication of the reason for the
activity. For example, if an audience is selected principally because
of the organization's perception of its need for or interest in the educational information and not for its capacity to support the organization financially, any accompanying fund-raising appeal would
appear to be incidental and the joint costs of the educational activity
would not be required to be allocated. Conversely, if the audience is
selected based on its presumed ability to provide financial support
without consideration of its need for the educational information,
the purpose would appear to be entirely fund-raising, and all joint
costs should be considered fund-raising costs regardless of any
accompanying educational message.
21. All circumstances surrounding informational materials and
activities that include a fund-raising appeal should be examined,
and the criteria in paragraphs 15 through 20 of this statement of position should be applied together rather than separately.
22. Not-for-profit organizations incurring joint costs of informational materials and activities that include fund-raising appeals
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should disclose in their financial statements that such costs have
been allocated, the total amount allocated during the period, and
the portion allocated to each functional expense category. The following illustrates such disclosure.
Note X. Allocation of Joint Costs
In 19XX, the organization incurred joint costs of
for informational materials and activities that included fund-raising appeals.
Of those costs,
was allocated to fund-raising expense,
was allocated to Program A expense,
was allocated to Program B expense, and
was allocated to management and general expense.

Effective Date and Transition
23. The conclusions in this statement of position should be
applied to financial statements for fiscal years beginning after
D e c e m b e r 31, 1987, with earlier application encouraged. The adoption of this statement of position is considered to b e a change in the
application of generally accepted accounting principles. In the year
that this statement of position is first applied, the financial statements should disclose the fact of the change and the effect of the
change on the financial statements. Financial statements of prior
periods may be, but need not be, restated.
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